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Scx>nCTniG develoFroent is a complex process involving 
not only the material and hamm resources of a country hut 
also the values and intitutions v\hich are related to the 

■s 

evolving socio-economic framework as well as its inter- 
national linkages. Depending on the character of the 
State, the Government as a basic political institution can 
exert a powerful influence in mobilising and deploying 
material and human resources opart from creating and 
harnessing other institutional and organisational 
arrangements conducive to the process of development, in 
a broad sense, therefore, mobilisation efforts of government 
embrace the direct and indirect measures redirecting material 
" and : hum • resou rees in ' desi r ed ■ chan nel s: 'so; ' as:;: t o inGrease: ^ 
growth of national product as well as the pattern of income 
' di-stribution-* 

Sane of these efforts are non-economic in nature. The. 
formation of an independent national government, giving it 
a goal-orientation, maintenance of law and order, designing 
a systcsm of relevant education, adquisition of scientific 
knowledge, transfer and diffusion of technology etc., are 
some of the noneconomic aspects- of organised life having an 
important bearing on economic Q’e's^lopnent and social change. 
Fiscal and financial institutions and instruments are some of 
the efforts of government which wield direct and indirect 



influence on the econotiic and social life a country. Neither 
all the efforts of goverrwent nor their inpact on the socio- 
?cc life of a nation are quantifiable.' But in their 

anxinty to claim exactness, economists tend to shy away 
from nonquant if iable variables which may be of crucial 
impottante in e3?>laining econc«nic phenomena. h ^ 

preoccupation with inputs and outputs or macro-eGonamic 
models as well as the categorisation of econanic deV3lop:nent 
in terms of stages without due regard to the fiindaraental 
systemic differences and the character of the state borne 
out of the internal framework of production and production 
relations and their external economic linkages miss a crucial 
element in econonic development. This is particularly 
important in the study of pifobi^s relating to coiraparative 
economic development especially when it involves countries 
like India and Japan whose linkages with the developed metro- 
politan countries have been fundamentally different . 

The fact that J^aq escaped the blighting, effects of 
colonial rule meant a qualitative difference to the role of 
government in J^anese eccnomic development since the Meiji 
Restoration^, on the other hand, India had already languished 
for more than a hundred years under the British colonial rule 
which exploited the Indian ecortony for the benefit of the 
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commercial/ industrial''' and strategic interests of Britain. 

It i :* true that '‘gunboat diplomacy" resulted in ah initial 
encroachment on Japanese political autoncxmy. But, relative 
scarcity of natural resources as compared to India, China and 
Indonesia provided sane "Breathing space" of a couple of de- 
cades during which Japan was able to make some strides 
towards modern isation of its ecpnony and strengthen its 
defences. The purpose of this,»paper is to focus attention 
on how far this r^^lative freedon of. action of the State is 
reflected in the scope and • scale pf Government resource 


mobilisation in British ;lndia and : J^ 



Th5> basic question which stares at students of sponcroic 
history is why the secular growth of real income per head in 
Jepan .was about four times as high as .that of India during 
1868-1913. Though the estimates of national income/ 
population and prices' ha/#?, wld^^ margins of error, the case : 
of India during the secesnd half of lineteenth century is 
regarded as-- one of "aborted .growth*',., the percapita real 
income remaining almost stationary. The growth rate for 
more than 50 years, preceding World War I was a negligible 
figure of less .than one half of one per cent per annum while 
the corresponding figure for Jhpan is close to two per cent. 
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ConS'id'^'ting the formidable problems in estimating the 
relative puccharing poww.cs in. India '^d Japan, it is difficult 
to establish vAiet her and to what extant . the level of real 
income p-?c head has been different in the two countries 
around the. beginning of the Mei ji era. Though the 
available evidence is not conclusive, it may be held that 

■;,thc per head 'income in J^an is not likely to have been 

■•■.s' 

substantially higher than that of India around 1875. It 
is possible that a higher starting level would make 
subsequent developmental efforts easier. But, possibly, 
it is not the difference in the inti al levcd of per head 
r;?al--idnccme,’ wM;c^i;'das aGcount^ in' ; 

the growth rates of Japan and British India over the Meiji 
’.•period;:* y:-:} : 

;;S?plaining;':;the:; :dif ferences-'in"^^^ 

British India and J%)an would involve not only the tracing 
of the ontire gamut of socio-econcmic and political 
h'-^ritage 'Of both the ‘Countries 'upto the "middle of nineteenth 
century iut also 'covering the entire range of variables 
involved in . the’ processes df econcmic developm‘^nt during the 
period, dnder study. Nevertheless, ’highiigying some of the 
/■'salient features of econcmic history "‘and political 
, ehvirotOT enable u& to focus attention on the problem 



5 


und-?r study, 

Tokugawa Japan was one of highly ce ntralised tureau- 
cratically administered feudal country. The major part of 
Tolaigawa period was characterised by relative internal peace 
and stability and insularity frcxn external influences. It 
witnessed moderate economic growth based on agriculture/ 
traditional handicroffcs and internal trade, jsgri culture 
accounted for about three-fourth of the labour force and 
over one-half of the national product.. Cultivated area 
increased markedly partly due to land reclamation* There is 
evidence of incirsasing yield attritut able to improved 
agricultural technology and practices. Grain production is 
claimed to hav^* been doubled over 1600-1730. Excluding tax 
ric€S/ about tyjo-thirds of agricultural output seems to have 
been marketed. Monetisation has been higher in thr; non-farm 
sector. The high degree of monf-tisation and urbanization 
was accompanied by vigorous growth of trade and conmerce. 
inequality in income and wealth was pronounced. The feudal 
lords and their retainers wJLelded enormous power and influence* 
But the first half of nineteenth century was characterised by 
relative' stagnation and decline in the politic^ and social 
life of Japan. Segments of samurai and peasantry also 
es^erienced econcsnic hardships. It may said that the 
discontent arising from such im-poverishment along with the 



diBf a’ isfactions about the manner in which the growing 
<=xt,--Enal threat was faced strengthenea the forces of unifi- 
cation and modernisation symbolised by the Mei ji Restoration. 

The e>perience of India was sonewhat of a relief in 
contest . The Moghul power began to wane when the fiiropeans 
were seeking ccmmeccial privileges in India. There were 
diverse political configurations in conflict with one 
another. In this setting, the initial stimulus to Indian 
trade and industry was ccwpletaiy lost v«hen the British Bast 
India ccPipany eliminated other European rivals frcm the 
Indiai?6cene and established political control by ej^loiting 
the chaotic political situation. Until after the in<^strial 
c^italist class gained political; power in Britain, Indian 
: economy: ;*was:^t hey of ruthlessy-e>ploitationy by^ a'y>,y:yy;y':y;:;y^ 

: con:mgircial’;v^cor^or sole yhonqern^'•was y:to 

its political power into profits. In this process, the- 
glorious Indian traditions in textiles, metal casting and 
iron works, shiptuilding and other industries as well as in 
commerce and trade were lost, •^Domestic and , '‘putting out" 
systOTs which h^ emerged in parts of Indian handicrafts 
were disorg^Jlsedi The • artisans'' vho were engaged in Indian 
^handicrafts wMch were destroyed by deliberate direct action 
and through- one-sided ccmpetition were pushed out of their 



traditional occupations and urban abodes to swell che pressure 
on agricultural land. THs wealthy merchants and organisers 
of industrial activities were loosened out of their 

traditional moorings and were reduced to a subordinate. 

^ ^ " li- : ^ ^ ■: : ' . ■ : • ^ ^ • V ■ : 

comprador status. ■ \ 

' iiJhen indu^^^^ prevailed over mercantile 

monopolies in England, they sought to dQvelca> India as an 
integral part of the British Snpire primarily as a dependable 
source of raw material and a market for the ej^anding Britii^ 
indubt ri'^-s. Neither thh Laissez Faire philosophy with which 
most of the British civilians who were administering India, 
since the reins of power and decision-making were taken over 
by the British Crown were imbued with nor the ccmpl ament ary 
; role, assigned tb;: •IndiC'in,; t he, ■ inperialV^-de'sign ,was’?:Condudivs-'to' ^ 
:^the; mo<ierni.eatidn ::o^ the Indi-^;- ■ economy*:--.--' 

;,In:;the.:-midaie-'of 'the ■.nineteenth century;,;: ^:the- land 
ratio was more favourable in India as compared feo.Japcai and 
there was greater room for adding to the cultivable area. 

It- -also had plenty of water resources* waiting ; to tapped* 

But the t'.-:-chndlogy of -ag-ciculture' laggsd far .behipd that of 
Japan* Both had ‘considerable slack to be taken up. But 
while slack recovery by small investment in the improvement of 
simple tools and technic^es led to a large increase in 
productivity per worker in Japan since the Mei ii Restoration* 
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Indian agriculture remained stagnant except in areas where 

14 - 

irrigation facilities were developed. There were . 
intermediary relationships on land in both the countries. 
The Meiji R«»storation resulted in the removal of the crust 
of infeudation^ whereas the early- British rule had added 
new layers and forms of intermediary relationships which 
tended to worsen the conditions of the tillers of the soil. 
Land legislations undertaken in British India under the 
Crown were more of palliatives than ones directed to solve 
the basic maladies associated with the land question. 

India had abundant nineral resources , most of which 
were yet to be e35>lored and discovered as against the 
relative scarcity of raw materials and minerals which had 
haunted the Japanese econcmy- eversince the beginning of 
its modernisation, aatv while; the Japanese leadership 
took, detern’iined efforts to overcoma this natural handicap, 
Indian initiative and enterprise in ej^loiting its gifts 
of nature were snw^i-thered by alien rulers. Though private 
initiative and enterprise in Japan gathered greater 
mcsnent^m' once the process of modernisation got .unber way, 
the Initial impulse and initiative for- modernisation of 
the J^anese Scranomy enanated frem the State. Tho essence 
of the difference in the pace of econcmic, developm^t in 
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the two countries thus lies in the relative roles of the 
:■ Governments-* ' v ^ 

At the time of the, Fieiji fiestoration, the British hai 
already established a strong and unified government in India 
which was in no way weaker aS compared to the Japanese count er 
part. Indian administration waS manned by the ere an of one of 
the best civil services in the world at that timo. The ’’tran 
of talents” who Game to the fore through the churning of 
events leading to the Meiji Restoration were in no way 
superior in their qualifications, training and background 
of experience to the Indian Civil Service. Indian administi'a- 
tion did not have to face internal disturbances of the 
magnitude and number comparable to the Satsuna Rebellion 
and' other peasant revolts at least until after World War X. 

In any Case, the ICS was well versed in ’’putting down 
riots and in putting up files”i What was lacking, however, 
is the spirit of modernisation embodied in the slogan ’’enrich 
the country and strengthen the army” which fired the 
imagination and inspired the actions of those who were at 
the held of affairs in Japan since the Meiji R-estoratlon. 
on the other hand, the Indian administration was primarily 
concerned with the maintenance of law and order. In other 
words, the keynote of British adraiudstrat ion in India was 
ijliU' "wltb. a violator exploit its resources, and 
mc.rket for the onrichment of the metropolitan British 
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oconoiTiy and to use it as a spririg board to furthon their 
ira-Dorialist oxp&nsion. Indian, peoplo had to suffer .and, 
struggle for another 90 years, after the Sepoy Mutiny to 
regain political indopcndcnco, and, to begin their m-rch 
towards the fulfiliaent of their national aspirations. 

It is tr-uG that the roots of democracy were vory 
weak under the Keiji rule. Infact, under the constitution 
that was framed, ha.rdly five percent of the adult popula- 
tion gained franchise. The electoral system was heavily 
loaded in favour of propertied c.lass,es. The old feudal 
lords domnated the upper hous© of the legislature. 

Though the army was professionalised, its top layers woro 
occupied by strongmen from . erstwhile ’ hans * , The talented 
among the former Samurai were preferred in civil adfflinist ra- 
tion. Thus, the Heiji government was elitist in' character. 
But they were all Japanese, and- wore imbued a spirit 

of nationalism which pervaded their policies and programmes 
of action which they sought to , implement with unflinching 
loyality and unbending determination. Their actions may 
not have flowed from a fullf lodged democratic process or 
coinciding with the, larger interests of the masses of the 
people. But the Japanese leadership waS firmly 
commited to their national- goals of modernisation. 



AS a part of tha socio-cultural heritage/ th- concept 
of a Hoavcnly ordained Tenno sys^OT helped forward in galvanising 
national as well as in fostering loyalty to the State 

symholised by the sjnperor. 

In the case of India, the Emperor or the Qween was a 
foreign national. The top layers of civil and military 
service's in India W'^’re drawn predomincSitly from the conser- 
vative segment Of theBritish elite. Their loyalty to the 
Crown and ccmmitment to the British imperialist interests 
often ran counter to that of India despifcv their assertion 
that hoth inter^'sts coincided with one anoth*^r , Though 
administrative unity of British India was established, the 
foreign rulers fostered and ej^ploited social and religious 
clevages for tteir own ends and these divisions undermined 
the unity of the nation in the long^Trun and culminated in 
the partition of the country vhlch left its indelible mark 
on the Socio-political fabric of India even after independence. 
Though doses of decentralised and responsible governm€?nt 
were reluctantly conceded by stages in « response to the 
growing struggle for national liberation, such reforms wet’s 
conceived of within the framework of British empire 
Similarly, the induction of Indian ielement in the 
administrative services did not grant anything more than a 
subordinate and dependent roie^. Hence th-^ kind of national 




spiri': and unity of purpose which pervaded Meiji 
Government were conspicuous fcy their absence in 
.irlti&h adrr, inistration in India* This fundamental 
difizerencQ in the character of the two governm^^nts is 
reflected in all important policies and programmes 
having a bearing on the modernisation of the two 
economi(5S. 

For instance# even by the end of Tokugawa era# 
J^an had reached 30 percent level of literacy# But 
this base was rapidly eypmded along with an effort 
to impart modern scte and technology with a 
practical bias. The of instruction was ; 

J^anese though the learning of European languages 
was by no means neglected. JcS>anese stud">nts were 
also encouraged to study in western countries which 
had ciChipved higher standards of learning. Foreign 
scientists and engineers were hired to work in Japane^se 
enterprises in the initial decades. They were also 
teaching in Universities and specialised colleges and 
instifcutJksns so long as shortages of e3<psrtiese had 
continued. But their services were dispensed with 
■Khan J^anese personnel were in a position to replace 
them. They were also cautious about foreign control 
and influ “nee ovf'C the J^anese educational system. 

Such a cempr^^hansive ^roach on/ education speeded up 




the process of acquisition of knowledge of ' modern science 
and t.=»Ghnology as well as their diffusion and adaptation 
to the needs ar^ conditions of J^an, ■ 

The education system introduced in British India was 
quite different though Western education was introduced at 
the University level following the Minutes of Lord Dal housie 
in 1853. Eut the educational b ase was very thin and 
universal education inpart ed through vernacular medium was 
a far cry. instead# education in British India was elitist 
in nature con find to a fraction of the privileged population 
Tha medium of instruction was Snglish. The accent 
education was on Hamanitias. Sven when science and 
engineering were introduced# the bias was on theory. The 
primary purpose of education was to create an army of clerks 
and other subordinate manpower needed to run : 

administration in India. There was no upsurge in industrial 
develcspment to absorb scientific and technical personnel* 

The enphasis of engineering education was on civil 
engineering which was helpful in public works like roads# 
tiiildings irrigation# railways and telegraphs. The elitist 
social character was evident in that engineers seidon 
handled machines and agrioaltural scientists hardly soiled 
their handsf In short # education in India was not greared 




for raising th=? scientific and technological basis of 
mode ..'n is at ion oft he economy.,,.. 

ajch qualit itatiy^^ and cguaititativo differences In the 
policies, progranwes and aecivities can be seen in the entire; ■ 
range of governmental functions. To a large extent, the 
scale and range o£ differences are reflected in the pub;LiG 
finances of the countries in question. But the indirect 
influences and effects as ■well as the qualitative^ aspects 

of public policier may not be fully r-vealad by the revenues 
and €3<p®iditures of governnent . But a .comprehensive approach 
embracing the financial policies, mobilisation of the fisc^ 
resources aiTd their deployment as well as the creation of the 
.;re<5aisite' ; fin ahcial'- ■Institution s ,ah:e?.^’:inst;tuments\'-wciui-d 
a: ■ good":;deal;; of: :'Ii:ght- ^on- the,s .rel Stive: r'dles : of : g ov -^rnment in; ' 
J^an; and British :india.-::.l%>eciai::e^^ placed oh " 

the involvQTient of government in investment activities. 
"Wherever possible we may also delve behind the tudg: tary 
figures to get glimpses- Of the politico- economic forces 
Influencing public policies.. This then is the focus of the 
:;:pfe:heht:: study.;:/ ■^ 

2. Mhv The Mei ii i>eriod 7 ■ 

following thq Rostowian schena, the Meiji ara in J^an 
is periodised into two distinctive stages viz, period of 
transition; 1868-1885, and period of tak-off: 1886-1913. 



Thr-f.e periods, ho-wev^-r, do not coincide ^^^ith^sc mth British 
rule ^wbich ext--^nd-.^a upto 194? or >fith jtostowi^^ categorisa- 
tion by which the period df .trasitiort in India might extend, 
even bi?yond independence . ’ 

Nevertheless, confining to the Meiji period would 
h<^lp us to focus attention on tl^: differential roles of 
the States reflected through the fiscal policies and ^ 
proG<'fS - s which accounted for the ''Tahe off* in Japan 
relative St agn at ibn in .British India despite considerable 
fiscal activity. Conse^quently, it may not bf? worthwhile to 
follow any modelised periodisation- Similarly, comparative 
trend analysis based on modern statistical techniques may 
not be nec^vssary since the^ main 'purpose ■ is to : high! ight the ; 
differences in the role of the State. Limitation on the 
: size of the p^er wcxald ; al so constrain the scaqpe ahd naturae 
' , of th:s:?f:; analysis. 

3. Sources and Relevance of Data ■ 

Public finance data relating to India are exclusively 
drawn frcm the Financial Statements of the Govcjrnment of 
India since i 860 along with the Speeches of Finance, M^^nbers. 
Ssgjlanafcory Memoranda, conmercial and other statistics 
iljpended to them and so on» Data regarding loc^ 
governments,’ trade, industr^r prices, etc. are mainly drawn 
from Statistical Abstract Relating to British India since 
its publication from the mi<3dle of eighty sn sevsntias. The 


16 


compilation of monetary and financial statistics by the; 

R«secvt Bank of India relates to the pariod beginning from 
1900-01# Publications of reports on railways, irrigation, 
tCcde, cQTiP any ' registrations etc, have also been used-. 

Reports of committees and canmissions appointed by the 
Government from time to time and the publication of books 

and articles on various aspects of economic and public 
policies have- also been used. 

’The raw data obtained from the Financial st at aments 
and related scurces are processed in terms of Keynesian 
concept of consumption and investment as suggested by 
various reports on Functional and Economic Classifications 
of Government E^pendi-ture published under the -auspices of the 
Unitrd Nations in the early fifties. Accordingly, the 
various departments are classifif’d. into genial aJid trading 
departments. The current account of the general government 
is classified as tax a~jd non-tax revenues on the income side 
and g*-=’n*'ral administration, . :tran,sfer,. defence- -etc. --on the 
e:jp6nditurr: side. The 'emerging surplus or deficit is linked 
with increa,se or d "-crease of short and long-term liabilities 
as well as -with accretion or depletion of cash balanc-^s on ■::hB 
source’s of finance in the capital account . 

- Sc^e kind of commercial accounting is attempt>;-xa in the 
case of trading .departments. As for revenue producing 
activities, the trading account consists of gross rc-iceipts 



on the inccsne side and operating e^^enses and depr<= elation 
on thf^' e 3 <p«>nditure side. The trading surplus of deficit 
emerging from this account when adjusted for long-term 
interest payments result in overall surplus or deficit 
which along with depreciation waald appear on the sources 
of financing side as gross saving. Net borrowing 

in on the financing side. Gross investment 
appears on the e3<p<aiditure side, ' as for the non •revenue 
producing trading departments# the income consists mainly 
of grantsin-aid. i^lien such exercise is completed for 
each trading department for any financial year, an integrated 
account for all the trading departments can be prepar^id to 

derive overall public investment and its financing for each 
layer of government. Two more st'-ps are necessary to get at 

public investment and its financing for the 

\ 

government embracing all the layers. First, the consoli- 
dated accounts of all the trading departments shc«ld be 
integrated with that of general government at each layer 
of government, secondly, the integrated accounts of an 
layers of government will have to be cembined. This is 
what has been done as . regards the processing of data 
relating to India for the entire period, of course# to 
begin with there was only one layer of government. 
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From 187o's somi^ municipal governmo^ts and local loodies 
had umorged. Their consolidated financial accounts were 
pres'^n*: 'd separately for municipalities and local bodies in 
Statistical Abstract Relating to British India except for 
some y-arg. 

Though ®me adhochism and tentativeness are' inevitable in 
such massive exercises based on inadequate details, the 
processei data: relating to Indian public finances . permit spmu 
analysis based, jon modem conc^ts» unfortunately, similar 
exercise could nut be undertaJc^ for Japanese public financsn 
mainljy due to lack of knowledge of the Japanese language. 
comparable exercises have bean dona by Japanese and foreign 
scholars though there are minor differences in the concepts 
OTpioyed and in the manner of ccmpilation and consolidation 
of data: relating to public .sector . No at taiipt is made in this 
study to resolve conceptual and met hodological differences. 
Hhatever comparisons are made, therefore, relate to relevant 
aggregates or specific details. In this regard, several other 
studies are used as secondary source material for this study, 
4'# Framework of Fiscal Policies 

In a stricter sense, fiscal policy relates to tax and 
non-tax revenues as well as to public borrowing on the • 
receipt side and current and capital expenditure. on the 
espenditure side, i^fhen tudget ary deficits are covered eith r 
ty a direct resort to the printing press using the nota-issuing 
prerogatives of the government or by credit creation 
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unraccomppnior^ by spying from elsewiicra using its conrnrUiding 
inf lu once oven the credit systeu, fiscal policy straddles 
into monetary policy as well hav ing m important bearing 
on prices e.nd foi'eign exchange pa.rity. Similarly^ 
taxation and subsidisation of experts and imports cxcrt a 
strong influiisnce on foreign trades as well as on the 
investment climate. Creating the re quisite , f inane ial 
institutions and instruments and wielding controlling 
influence o^or the financial system would also enable the 
government to canalise private savings through fina’^cial 
institutions c.nd to re-direct thdr.flov/s towar'ds the 
fulfilment of desired national purposes. 

The scope of fiscal policy outlined above implies 
a strong interventionist role of the State which has been 
the Case with most of the late comers into the capitalist 
world such as USA, Germany and Czar is t Russia. The role o 
the State was even more pronounced, in the case of Japan, 
Though its Treaty obligations placed some restrictions on 
the fiscal autonomy of JTapan, it was more than made 'up 
by the innovative and intensive role of fiscal policy and 
activity. This is quite in contrast to the conservatism 
and sub servi>-nce to British economic ideas and interests 
which have ''characterised fiscal administration in British 

As a forc-iainner of , Industrial Revolution, Britain 
enjoyed an initial competitive advantage oVen her 





Europcpri rivr,.ls whon sb*o Could deal with etf octivcl;/' through 
Free Trado. Expansion of dcsniestic ' market through division 
of labour and spec ialis.ation; required the removal of all 
Morcantalist b,-,rries to trade, and; industrial . activities . 

The triumph of industrial bourgooisio’ over nercantilo capital 
heralded a regime of Laizzez- Eaire more or less in its pure 
form from midfertios until after 1873 when a. depression 
accompanied by stiff er competition .arising from the growing 
industrial might of other European countries. 

When market forces reigned sxipreme, the interventionist 
rclc of the State was found superfluous. Accordingly, the 
State was assigned the role of an umpire primarily engaged 
in the maintenance of .internal law and order and external 
safety apart from enforcing laws relating to contrr.ct. The 
philosophy of laissoz Pair, therefore, kept the govornEont 
;:an;all-‘nhdv:;the;:bestd:bf::;pu.bl.iC:.^fin;qhce;' Wa,s ■■'re as one ■ 

which was least in amount. 

Though text-book economics in the n^on- communist vjorld 
still maintains the competitive market as the main basis 
of theorisation, the experience of economic dovelopm'-:nt 
fill over the world has shown that, without exception, every 
l.atccomor on the road to economic development have used the 
state as a powerful engine steering the course of develop- 
ment. Even Britain modified, the role of the State since the 



nineteen seventi^ss when passive non-intarventionism was no 
longer serving its basic economic interests. Considering the 
backward econanic conditions ' of India/ the State should have 
played a comprehen sivs role in stimulating economic development 
given the requisite fiscal autonomy and the will to develop. 

But the policies pursued by the fiscal administrators were 

not conducive to a balanced development of the Indian econamy. 

. 16 ■ . ■ ■ 

Finance Members in India from James iJilson downwards who were 
stewed in the conservative traditions of the British Treasury 
looked up to the English financial system with filial reverence 
and took it as a model of perfection, sir David 
ex- Pin;ance: member/ sp;oke^' for-^'ali hiS' predecessors '^'and 
successors when he said in his evidence before the Wei 
Commission of 1895-1900 that "we take our principles of finance 
frcm England.” m most cases the principles were those 
propounded by iidam S^ith and his conservative followers. 

'f • ’ 

Balanced budgets, reluctance to borrow during peace time 
and loan-financcd productive public works etc., were some of .■ 
the classical concepts and traditions flowing from the British. 
Treasury. Similarly, linking the Indian currency system with 
Gold standard and its variants which were in vogue in Britain 
before Wdoah War i as well as the acceptance of automacity in 
the establishment of parity in fore ign . exchange transactions 
were also borne out of classical ideas and orthodoxy about 
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monetaty system prevalent in Britain vtel fare programmes 
and social services wer« also shunned.' sducatic i which is 

a crucial component of economic and social development 
received a, low priority* ■' Laissez-Faire outlo9l^ was modifitsd 
insofar as the developnent of a network of railways were 
found necessary to link the hinterlands and markets with 
the major Indian ports or to strengthen the strategic fron- 
tiers* Government subsidy and public investment w ere used 
for such purposes. Some amount of public investmcait in 
irrigation facilities was also undertaken mainly as an 
insuraice against famines which ravaged the country and 
threatened the lives of millions of people from time to time* 
But the inflexibility of the Indian fiscal policy was 
obvious when it came to protective tariffs. Here it was 
tlrte interests of British industrial interests in ganerai 
and the Manchester nf ill owners in particular rather than ■ 
the orthodoxy of the fiscal doctrine that influenced public 
policy. In the beginning, import duties could net be levied, 
even to aigment Indian revenues. When seme imposition 
t^cacje inevitable in view of the deteriorating financial 
conditions of the government, a countervailing excise duty 
■Was le'viad on Indian textiles at the inft^ce of British:, 
interests to neutralise, the notional protective effects of 
tariffs. Some conscientious Indian adraipistrators had to 
resign against such gross in justice • Bven when Britain 



turned protective against its rivals# Indian fiscal policy 
continued to be based on free trade under the guise of 
Imperial preference. Industrialisation as an essential aspect 
of diversification of the Indian economy as envisagr^d by the 
Famine; Commission in 188 1 and the industrial Ccmmission of 
1916 fell into deaf ears. Limited fiscal protection was 
provided only from 1924 following the Report of the Fiscal 
Commission. Indian industrial development was, therefore, 
languishing without protection throughout the period under s':udy . 
Fiscal subsidies to Indian industries, che^er industrial 
finance and so on where also scrupulously avoided* Besides, 

’ : the iaybut of Indian railway-s'' as, well ' as; th^Tir grates;" ■ 

structure favouring long-led traffic flowing towards the ports 
were gear ed to e^^ort s and inport s ' rather than linking ' -the v 
Various economic regions within India ccrhpleraent ary to one ; 

•■7 ^another /Self-reliant ^ balanced development /; of : ths':/;ihdian;-K^^^^ 
Bconomy did not find favour with the British rulers in India, 
public investment was largely confined to the creation of 
social overhead facilities. Moreover, the stores Purchase 
Policy which was oriented to buying most of its recjuirements 
from London precluded the possibility of providing an indirect 
stimulus to industrial developnent in India. • 

Indian fiscal policy cannot, tl^refore, be regarded as 
one of passive inactivity or neutrality. It was actively 
discouraging the growth of indi^ manufacturing industries. 
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in friVour of British eccnoEic interests. 'It v;as this 
nv,£;',tivc policy which clenio.d the Indian, 'eCcnomy ohc of 
fcho'. st dynaraic secton. in/'ec.ononic dovalopmont for which 
it was riciily undov/ed. Growth of manufacturing' Indus tl-ies 
dr. India which would have led to coPipetition with those in 
frit.'iin were viaw^d with a great .deal of suspicion, a.nd .dis- 
I''"Vour denial of protoctiori to the infant, and 

e'nb'ryonic ■ industries dealt "'a: crippling, blow, to the ofiorts 
of ■ Indian 'businessmen toUands ;in.dust:rial-isation,-.of the, - 
Indian economy." Consequently, ±ndu,P-trial dcyelopnont in; 
India before World War-'I was stunned ,nnd l,opsided.,-,„-Mcst of 
'the in-dus'hrie's ■ ■ 'w©;^ actlire; ' nr:. ■pro;ce®'slhg' ;:in ; , nat uhet', 

faellitatlng 'thh •hxpohl : ef 'r:aw -''mbt^eniai^y-vf 0:Odt:andt;ffiiner:alsW';: 
^hritl s^h.'::;n;'ap;it cl d'om innt'ed''- ih"'^'planh at i;on:S.;: .and ■•.mini'ne;. 

’and" :;c,o tt on'; t ext lie s t he: two;- ;-;m’anuf ;"C ttfrln'g indus t r i es 
.worth mentioning. Indian capitkl could rot' get a foot-hold 
in the' former -and waS struggling to- find its feet in the . 
letter. Iron and 'stoel and engineering workshops wore the 
rare "oxcept ions tj the conspicuous absence- of heevy and, 
capital goods industries’. This was tr,<.,gic especially in 
,vi3w of the abundant reserves of coal' and iron -o'res found 
in close proximity to one 'anothe r, • Even . h'ere, '^th e ';T ata 
Iron and Steel cane into being only oh the eveaof World-. 

War I after experiencing long and severe bi'rth-pang s.' Thus, 
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. h-" d-*bili'.a‘';lng "ff , of ':h^: fiscal policies pu;:;:u d und^sr 
rula had 1.4id to /ch-^ d^-v'-dopnanv; of an -...nclave 
■,yX38 of 'S'Conomy sub*3v:=v;ving . Bri‘ji.:h -conomic infctyr- -.das -;v..in' *• 
ihough .ii'.s rich naburai f^ndownsnts warran..:.;'d a sslf-relianl:; 

^ and balanced economic devalo;.^ an’j . Lack of div .r^sificafeion 
had al-io acccun'.v^d for. Mi:'! narrown-j&s of 'iho .yconcmic ba'w for 
fi-'.cal r.^eau.rco:^ mobilisafeion . 

In ^^h;! casc? of Japan, on c.hr* othsr hand, -:.n.ricliT\''nt and 

moderni-'.'-ation 'of i'he ?.-iGonomy, which was pur3u>id with singla- 

minded d'votion, was closaly indn^ntifiad with rapid indu^-trial- 
isation ov-,>n though the leadership had to wag': a rel'.ntless 

struggle ‘'o oy-rcomw th*:, initial handicaps posad by dt-.f ici -.n— 

: .ci'rsein resouej >eidr:«^:»tB,;,.':khow-'how;::^d; Ski 

it f raia/ thv;:;;: ideology 'of W':al th^- and;. sbrthgth: d^ai. waj:' no 

. r- ;; lly :;t;is:d to ' any; particulars:;*^ Philbsc^hy of dgct:rihf s in 

th,. formulation or pursuit of its;' moii'-.uary and fiscal 

polici Pragmatism was th:' key-note of its e.conomic polici-ss. 
The. Msiji Gov.’rnment had to addr as it'.e.'islf to tho 

chaotic monetary .ey-y-.-m which had prevailf-d b- -fora and after 

the R- ‘St oration., . The .introduction of Yon in the placo of a 

myriad of coins aid currancies which wsre in circulation 

•■ngagad their a'ttantio,n during ;tha major part of the first 

d,r.tGad3 following .the Raitoration. They made dtseperata 

attempts to establish modern' banking to deal with note 

issue, mori'-^y' supply, dt^osit;. '.mobilisation :and ccmm-rcial 
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and iicfeistcial credit. Though their initial efforts did not 
n\eet with e 3 <pected results/ thay eventually succeeded in 
crj-ting a network of financial institutions dealing with 
short-tertn credit aPd long-term financing seme of which were 
designed to meet the special needs of the grov/ing sectors of 
industry, foreign trade and agriculture, in its experiments 
with the eatablishmont of financial institutions/ J^an had 

drawn frem the experif^ice of leading industrial countries like 

■ ■ ' ' ' : 19; / 

Britain/ western Surope and the USA. 

i 

Since public expenditure exceeded revenues it was un- 
thinkable to have balanced budgets. There was very little of 
public^ borrowing since the institutional basis for such 
op'-^rations were yet to be created. Modern banking were 
practically nonexistent in the early years of Meiji rule, 
sate forced loans frem wealthy merchants and individuals ; 
vrare attempted. Barring a few exceptions, external borrowing 
was consciously avoided. The net result was r;^eurring deficit 
financing by resorting to printing of currency notes and 
supply of money far in excess of the normal needs of the 
QConaty. inflationary consequences of heavy doses of deficit 
financing had wider repercussions on prices, ext^^'tnal trade, 
parity of foreign exchange and mov-^ment of preciou s metals as 
well as on income distribution. The Matsukata Reforms of 1881 
were primarily directed to arrest inflation, balance the i 



budget and stabilise tba v^lue of Yen in terms of silver. Though 
'thsre wore echoes of cjaantity Theory of Money in Matsukata Re-forms, 
inflationary financing continued to be on© of the unorthodox .measures 
pursued in Japan during and after the Meiji period. 

Land tax was the main source of t a^c-revenue both in Bricish 
India and a good part of the Meiji era. Eut, while thp basic fea-ures 
of th-d land revenue system inherited frcm Moghul administration 
remained in t act under th British rule, the Meiji Government under- 
took to refoiam the land tax system in 187 3 by changing its base from 
output to capital value of land and by changing the mode of tax pay- 
ment from kind to money. The reform aimed at stability of land revenue 
in terms of money, economy in tax administration and ecjuity in 
Of uniformity in taxation throughout Japan. SearcJi for new sources 

of tax revenue such as excise duties on s-ake. soya etc. > was also 
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pursued with interest though there was very little interest on v ^ 
progressive taxes on property or income • L- 

■ However, it is in public es^nditure that' the Meiji Government 
had displayed remarkable vigour and dynamism. -Three of them merit 
special mention. .First, education was given its pride of place. 

Buying and borrowing foreign technology and know-how was also part 
of this effort. Secondly, the early period of Meiji rule witnessed 
a scale and variety of public investment unknown in the c^italist 
world of the nineteorith century. Public investment ranged from heavy 
industuries like shipbuilding to light industries like cotton textiles 
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and silk reeling. Foreign inve stments in industries were 
exceptional. Sven when sane of these enterprises vi^re sold co 
-privafc.3 individuals as a ' part of Matsukata Reforms^ public 
sector continucyl to make strides in scane of the strategic 
areas of Japanese industries. Thirdly, the commutation of 
Samurai pensions and the subsequent use of these bonds as 
capital for developing a network of commercial banks was 
certainly an ingenious step, strengthening the army was no 
doubt necessary for the^ survival of Japan in yiew> 0 % the 
correlation of colonial forces operating in East Asia- Bu'c 
its military' adventures for. colonising some of its Asian 
neighbours diverted resources from, peaceful nation building 
acti vit ie s: - in -:the^ ' short pruni^when .it;-; was mostly ^neaded ; ;and ■ ■ 
paved the way for the gradual *^mergence of militarisn which 
led to disastrous consequences in the long-run. Nevertheless, 
the needs of anman^nts injected a heavy industry bias even in 
thfc' 3arly stage's of Japanese. industrialisation. . :> 


Thu s , the contrast in t he ■fiscal and monet ary policies of 


Jepan and British India ia . quite striki-ng . Basically,, . thera 
were two factors which constrained the sccpe of fiscal policy 
in British India, First, the Laissez-Faire outlook which 
pervadoJ Indian administration was irrelevant to the ^ 
conditions and stage of the Indian economy prevaiijhg during 
the British period. Secondly, the intarest of the matropolit^ 
econOTy ran counter to the needs and interests of India. 
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Tha fi scad policy of India pennited the de veal opment of a 
net-work of transport and cormiunications as well as 
Q^ntmearcial irrigation which «re con«duGivie and ccmplanen- 
tary to British economic^ political and strategic interests. 
But in matters of industrial development especially in 
manufacturing and heavy industries it displayed not merely 
inactivity but noticeable ni^ativism. This had delayed 

the industrial development of India by more than three-r 

.of 

fourtli/a century. • v , . 

on the other hand, the key-note of Japanese-? economic 

policy has been industrialisation. Public in vestmanit over 

a wide range of indastrial activities has been this focus 

of public e 2 <penditur« until domestic, private enterprise 

was proving itself equal to the tasks. Public finances were 

strain©a to the utmost in financing these efforts. Un- 
: '-'beoamev-^^ 

orthodox methods of fin^cing# there fore ,£inevi table. 

. ?here were very. few alternatives to choose from. 

In their struggle to modernise, the Meiji Government were 

not constrained by any philosophy or theory other than 

their qu«st for natioial wt-'alth and strength and were guided 

^dply;:i^y■:■'^at:•:’-w^;:^pract;^Gable::.:?';'v;‘:.■:.f^^«:fe:.;t;^ 

5.' creation of Financial Infrastructure 

India was better placed with regard to financial 


institutions from fcha days of the East India Conpany* The 
Prf?sid£incy Banks and. several commercial hanks, war© operating 
in all important industrial and ccstimercial centres '?ven at the 
tim-s of Sepoy Mutiny. All. of them were organised, owned and 
operated by British entr^reneurs, ^ bankers and cadres - 
Indian Joint-stock banks appeared only in the last (garter of 
the nit^eteenth century. The dbmihance of foreign-ovmed 
financial institutions continued throughout the British 
period. By the turn of the century, Indian joint-stock banks 
did not account for more- than a c|itarter'of all assets of the 
conmerc 3 ,al banks, fhere were indigenous bankers all over the 
country mainly fin^cing internal trade ahd speculative 
activities,. Hundis, an .Indian version of the bill of exchange 
was widely in, use in the- conmiercial circles. The unorgan is 3d 
sector was. largely dominated-.,by mbn^- lendfrrs, pawn brokers 
and no cfi who were strongly, entrenched in the rural sector 
charging very high rates, of inteirest i Their stranglelxald 
continued even after Co-operativ-^ credit societies were 
sought to be developed in parts of the country since 1906. 

A well-designed budget system was iri stalled since I860, 

A network of Treasuries evolved during the company rule for 
handling the receipts and payments of Government was 
functioning in all the nerve centres of Indian aciTiinist ration . 
Indian Savings Banks date back frem 1833. The Post Office 
^■::Sat^ttgs'';bar*s: 'superceded'' ;.them- in ■ l883:i;;'v:;j>:;:v 
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Miiji Japan was not faGilitat^»d with such modern 
financial institutions to begin with. The .budgetary 
system of the Govecrynent took seme years to take shape. 

Thar-a were wealthy merchants in Osaka and Bdo during the ■ 
Tokuaawa period. Since there was no unified monetary 
systt/n exchange houoas and brokers thriv -d. Big merchants 
and exchange houses monopolised the conmercial and finanicial 
trans actions of the feudal lords and samurai.. KonoikOv 
known ar: the largest merchant of the Tokugawa peCtod, ^^^^^^^^^^^^^^^ 
entered the exchange house business ^d became the sole 
ag<5nt and banker for forty-two feudal lords. Some of the 
exchange housjes .sxtr-nded loans to commodity producers^ 
merchants > £ acmer s ’ an d' peasan t s . ' The^y even dr ew bill s 
facilitating domestic r^mitt aneps. Most of the lo^s were 
for purposes of conaamption. The interest rate chargad by 
exchange houses and money lenders was quite high. But/ 
with the opening up o£ the ports, foreign trade with 
industrialised countries wvre exclusively controlled by 
foreign merchant houses end banks. Japanese exchange houses 
which survived the fall of tha. Tekugawa rt:;gime werp not in 
a position to transfottn themselves into modern bankers and 
industri^ enterpreneurs though incAistrialisation occupied 
top priority in the agenda for modernisation, sinev? the 
mobilisation and supply of financi*al rasourcQs were urgently 


cecpiXf. d^th-"> Gov'^cnni-^^^^ could not sit back and wait until ch-, 
wQal:hy merchants and financiers could transform th. ms^avvjs 
from their traditional role as mont?y lenders, traders and 
sp-^^culators into organisers of venturescme capital. Hence t ho 
Govi cnme-nt plunged into the task of building up an '- dificc of 
modern financial institutions suited to the needs of industrial 
isation and modernisation oi the Japanese economy. 

Meiji Qovarnment did not have any dj^perience of 'ar acting 
a modem' financial superstructure, its initial steps, there- 
fore, ware faltering fumbling. The initial objactiv s for 
institution building were to stabilise the value of Yen, as 
well as to meet the financial needs of the Government,'' 
industry and finreign trade. HOTce, it was eager to create 
financial institutions which could issue convertible bank' 
rnon- y by absorbing government bonds, sobn' after the Restora- 
tion, thr.' governm-jnt was prepared to stake its' ovm funds and 
rope , in wealthy merchants in initiating Kawasegeishas (banka) . 
Government officials took a leading part in the man agem';;nt of 
tb^se banks* When most of them failed for want Of ajperienc'! 
in modern banking, it made a study of ban king'' practices abroad 
before adepting the system of National Banking introduced 
in the y. S. A. The blu^rint for the' National Banking Act wat^ 
based on the recemmendations of Hirobumi Ito'who made a 
careful study of ■ th« American systami, . ipart frem providing tho 
Legislative support the government encouraged the use of 
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pension bonds as not^^; issue- It also waived th-:,- 

convertibility raquir®nent when the pcograi's wa.c; found 
halting and slow. But,, the uniqueness of ttese bcinhs 
was that they were not restricted to meet the working 
capital requirements of industries. Many of them# especi.ally 
those which were closely linked with th zaibatsu# were 
extending long-term credits to, related industries* 

The direct involvement of the government was even more 
pronoun cad i n the case of Bank o f Jap on an d Yokohsm a 
%)ecie Bank. Matsukata who was responsible for ths 
establishment of the Bank of J^an in 1882 wahtad it to be 
the Conductor of all the financial institutions of Jepan. 
Accordingly it was vested with exclusive powers of issuing 
convertible bank notes. It was also expected to augmant' 
total supply of industrial funds by rediscountit^ 
to stimulate long-term inv^-stment in capital intenS'iva^^: 
induatrias by cheapening credit and to rescue industries 

during times 

of financial crisis. It was also er«: rusted with government 
basins; ss.' Th;- peculiarity about th-;-' Bank of Japan is that, 
though it rcs-mbles the Bank of England in its c-ntral 
banking functions# ’its cantr.al thrust was towards industrial 

Half of the initial capital of the Bank of Jepari was 
subscribed by the govei^meht while th^ other half come frem 
the Zaibatsu and rich merchants* Executive responsibility 



Wcis cilso shaCfed loy fcho gov-:'rnrnsnt and felis Zcaibafesu* Tht; 
two , ...ov^cnors hail«=!d frcm the Ministry o: Finance while thff 
following three came frcrn Mitsubishi group. Most of the top 
l«Vi;i managers were also drawn fron th*# iiaibawou . Thus, the 
gova rnrn..'nt and the big business w«re ioinrad at th-., crest of 
the financial pyrcmid in J^an. 

e This duality is an interesting £-ia^;ur.,: 
of th--' Japcincse financial syst-om wherein the fin-yicial 
oligarchies of JaPan could gain controlling influence and have 
access to the major sources of industrial finance, while, at 
the same time, the government cwld wield a pow-arfial influ\..nc..- 
ov.-r the -ntire fihencial system, and harness its resources for 
thr. purposes of modernisation. 

The Yokohama %>eGie Bank which was set up in 1880 was 

also a Siani-goverrmant institution dosignod to £aoxiia.tc- 

financing of for r?ign trade thereby the monopoly foreign oxi?nGd' 

merchant houses and e-xch.-ingwi . Though the bank was originally 

planned by a private group, tha .govarnment cooperated in its 

establishment and contributed or#-third of its initial coital, 

all in silv.^r. The govc-rnment also entrusti-=d tha Bank 'with 

threo million Yen of government. paper money to d-gal with 

27 in this process,.- 

foriiign bills of ej^honge . . The go'viarnment got the isuch need 
^eice ^art from gaining influence in its operations. 

Iflien Matsukata establishtfd the Bank of Japan he Gnvisag':d 
it as the. central bonk of a commercial backing system 



sp.icialised in short-term crsdit. He suggyst-^d tte setting 
up of an industrial bank in 188 5 to specialise in long-term 
loans to agriculture and industry. But ths ensuing debate 
abou-!; its need delayed its establishment by a dacado and 
a half, ififhat <2mecgi?d, eventually were tvra specialised banks 
viz.# the Hypothec Bank of Japan modelled after the Credit 
Ebncier of France to deal with long term loans to agriculture 
and the indast rial Bank of Japan modelled aftr^r the Credit 
Mobiler designed to supply long-term capital to industry 
and public utilities. , 

;ThevHypothec Bank,; of Japan: ;waS: establish^ ^ 
with a capital of ten million Yon. Its largest stock 
holders were wealthy landlords/ merchants and peers who had 
• been; .feudal: :lbrds.;;;:;\:^-;;;in gours©;;'^ time/;-' howe1rat;|v;^ 

. ; as<' a ;, financier •■ of ; cheap' long-t:,;tm : credit ^ f or; - in'^ltment;; 
in agriculture ^d industry on the security of Imnovable 
properties. By 1901/ industry had claimed a larger share 
of its outstanding loans. Local governments were also 
helped. The agricultural and industrial :>banks which were 
' S'-tup' under its auspices had Gontrituted.,to the inprovament 
of production techni^es in agriculture and such industries 
as fishing, forestry, sone type of mining and later teixtiles* 
Though its stocks were privately subscribed, the government 



The governmant was also helping the Bank with funds 
through the Deposit Bureau of- the Ministry of Finance which 
bought a substantial part of its debentures using the net 
accumulations frcar, Postal Savings. Th? Bank was altso enabled 
to mobilise small private saving by issuing goverrument 
guaranteed debentures. These involv^anant gave the government: 
a I'^verage ov^r the operations of the Hypothec Bank and its 
subsidaries like the Hokkaido Colonial Bank, industrial Bonk 
of ChoSic^in, Oriental Development Ccaripany and so onL The 
network of credit cooper at iv-5.s and associations could also 
helpsd through the Hypothec Bank as 'wt^ll as through the 
'oor^ercial- -ba^ ; 

Before the advent of the industrial Bank.; of 
1900^ the long-term needs of in<iastry was met by several 
institutions ‘like commercial banks,. Hypothec,, Bank, Bank of 
Japan and by the Government. This became necessary due to 
t^ relative underdevelopment of the coital rnark'^?!: and the 
absence of investment -banks* During, tim.es of cris'es all o£ 
them pitched in to rescue the affect ad industries and ’• V‘ 
individual concerns from bankruptcy. The Bank of J^an and 
tha.p^ forefront .of such oporations. 

These rescue operations were partly intandsd to make up for 
the weakness of the general insurance facilities In J^an, 
Thus the functions of the industrial Bank of j^an ovarlappad 
vd.th practices ’^hich were already/in other fincinci'al 
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Xn.stitutionr’ established earlier. ^ 

Nevertheless, the principal activities of the Industrial 
Bank were to advance loais on the security of government or 
corporate securities, to subscribe to or underwrite govern- 
ment or corporate security issues and to act as trustee for 
bond ismes in which the mofftgage is held by a trustee for 
the benefit of the bondholders, -after 1905, it was authori- 
sed to loan a ^^s^ by floating mortgages, l^d and 

Ujilding and to discount bills secured by securities. Paid- 
up capital and debentures were the sources of its funds* As 
the Bank's coeperation-^ with government increased, more and 
more of its debentures wer - subscribed by the Deposit Bureau 
o f ;,;the VMinistry of Finance:. ^The 'governm^antt; guaranteed::: 
dividends to shareholders as was the case with Hypothec Bcink. 

The government also guaranteed the payment of interest on any 
securities sold by the Industrial Bank in foreign money markets* 
Thus, the governmait enabled the Bank to sell stocks ^d 
shares abroad i=tfid to ster^gthen its ability to finance loans 
to both newly established and already; deveioped large scale 
industrial joint stock corporatiens in sich fields as public 
utilities/ mining, ship -bail ding, iron and steel, chamical 
and machinery making. However, Jhe , Bank tended to epneen- 
traWa more on trust functions for corporations Mid most of 
all on stimulating the inflow of foreign capital after 1902, 
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the Bank took chacgo of the market iftg abroad of govGrriment I 

bonds and debentures issued to finance public -WiSlfare under- 
tekinga. Foreign ccapital. in flow between 1S97 and 1914 amount, id 
to about 2*275 bilion Yen* Much of this was realised from 
the sale of local ^Vvirnment bonds and debentures by the 
industrial Bank. The Bank took a few years to make its 
presence felt, it met wi'feh sot e. initial difficaaltles in ' '' 
finding promising joint -stogk corporations in/v^Tiidh it’ cxDUld 
invest because the best corpor^ations were already financed by 
Qanmercial banks and e^seially the zaibatsu banks* ait# its 
potential was revealed only .after ’World War I when it ptovidGd . 
venture coital for new industries and for colonial enter- * 

prises. The Bank made loans both to big and anall industrio's 
to save them: from bankruptcy and also r^dered import ant 
services to war industries. 

SystOT^ Japan in 

1874 following British and Belgian examples. They ware 
intendpd to mobilise anall savings foam farmers# students# 
in^rtrial',_workers and, salaried- employees* instrum-u^nts such 
as short-term# iorig-term .and recurring deposits as well as 
Post Office liife In aj ranee etc;# were utilised for tapping 
these sources:. The governm.ent-- -fostered the traditional 'habi'5:o 
of thriftin-5‘Ss and insulated , them frcxti the pmpulses of 
dOTonstration effects' ofh^stern way of 'life. The Emperor*.-^: 
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exhortations about the need for 'hard work firugal 
living w^re effective in strengthening savings of the 
masses of the people. The unique system of payment of 
bonus to workers and salaried employees twice a ysar has 
also contributed to small savings. Though there were 
privately own-fd savings banks offering more ’ attractive 
inccntiv s, the confidence of the people in the government 
made the Postal Savings System ifccone one of the mightiest 
institutions in Japan . By 1915, more than 36 percent of the 
population had post Mv s a -v 

The D't 5 >osit Bureai of the Ministry of Finance handled 
thfess : fends V Initi ally/ they were ■ employed' in ' 

^n ational ; debt bat hr : :they wete- in vast ed in'; bends ■•Issued: 

by national/ M and pref ecturol governmen t s as weli; ; 

as in Ixiyihg : d;eb^^^ special 'bahks : like Hypothec B 

■;andindu-strialv':Bank:: of; Japan,. ■ ^such it:' w :source:;;-of';:;;;;;:";:' 

immence financial strength to the new government. A large 
portion of postal savings flowed into public investment of 
various kinds. It was also useful in gaining influence 
over th-. oprirations of agricultural and inciistrial banks 
:://3::^;;-'''//":';:V;-;';-;^;and'v;cplbhl'ai;:;;y^ 

Thus/' the striking features of the Japaiese espariencia 
is that without any previous erjperience the Meiji Govern- 
mt.nt was able to initiate and erect a comprehensive 
financial structure embracing conventional and specialised 
institutions within a short span of about three docades* In 



this 3ndo.ivc3UC, tha govesrin^t ■was consciously sal :c;.ing 
suitabl. instituti^.ns from aconoraically advanced countries and 
ad..'*}, d 'ch^jri, through ..i .proG-,:Ss of trial -md error, to the 
neLdrs of the Japanese- .economy. Secondly^ through its active 
involv.inunt, the Government had emargad the conductor of 
the fin<^iicial orch-vstra whoae cantr,^l melody was mod-v-'nisation 
The h-'irmony ■was particularly effective in industrial dev;-ilop“ 
ment, in conducting rescue operations as well as in exporting 
•capital to its colonies like Taiwan, Kor -a and Manchuria. The 
Bank of Taiwan, the. Bank of Chosen, industrial Bank of Chos- 
Ori ntal Development Canpany wars also involved in tht, 
colonisation effort. Thirdly, the uniqueness of Japanese 
■eiperiment is that while there were capparent specialised 
functions assigned to each category of financial institutions# 
to 'a greater or lesser extent, all of them w-re catering to 
the n.ir-ds of long~t..cm investment in industries , in f act ; the 
commercial banks were not confined to short-term cradit; the 
H;^othec Bank of J^an got involved both in agricultural and 
industrial development, sank of Japan, Deposit Bureau, 

Hypothec Bank and the industrial Bank w-ira ail involved in 
rescuing industries in distr-iSs. Such flexibility and unified 
action injected an uncommon dynamism and resilenco to 
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indusfcri-^l davelcjran nt in Japan. Finally, the sysmbiosis 
b-J:wGi-n ^;h' lenders of goverrmv4it and leadars of finance 
a^'id indUiJ‘^;ry helped to evolve objectives and carry thern 
out with synchronised action . such unified purpose 

and action was irnrnr-:nsoly helpful in th.,- mobilisation of 
resources from all possibl'a sources and their deploym^t 
in d: aired channels, it also occasionally pushed the 
nation off the development .al track into milit.ory adventures# 
Indian experience in developing finr-sncial institutions 
has bean far from satisfactory. Whatever modern financial 
institutions were in operation when political power was 
tranefered to the British cro\n 3 i w-rt,:- largely the creation 
of^'Snglislimeni'dn::lhs ; of : British ’institutions:;: andvv-:;^^ :^^' v 

practictsiS. Canmercial banks in general were designed to 
m ..'Gt the working; capital recfiirement s of trade and industry, 
indiin joint-stock banks, followed the- same traditions* on 
.th» •whol^^ the Indian money mark -t continued to be 
. primi■^.iv^-'' and illdeveloped .-throughout the British p-eriod. 
The for. ign owned m-erch^jut houses and exch^ge banlos were 
mainly ^ cialising in financing foreign trade and 
shipping which were prodominantiy in foreign hands. ''Hs 
seen earlier 'the -.financial system of the -.government was 
largely a protot^^pe- of ' th-S'^Briti^h system', 'in the' absence 
of an institution comparable to the Bank of Bnglend, the 
gov 'rnm-dni; could not wield any influence over the banking 
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system ond its operations 'until the establishment of the 

tv Bank of Indira in 1935 . Government txisinsss was hondlvd 
by the departn\t-nt ally administered Treasury System- only ' ■ 

after ifljorld "War part of the governm'jnt tusin ss flowed 
through the foreign owned imperial Bank of India which was 
constituted by merging the three Presidency Banks. Given 
the guiding philosophy and financial practices/ theri-forc/ 
tho British Rulers in India were utterly unconcerned about 
'developing pew financial structures and practices oriented 
to the modernisation of the Indian economy. 

The cxily institutions which the British administration 
paid some attention ware the Postal saving, provident Rand 
institutions and rural credit;-, cooperative socistii::;S . Small 
savings mobilised through the post offices and provident fund 
institutions were a trickle, .in fact, there was no effort to 
promote thrifty habits or to canalise small savings into 
.industrial Vrjntur:-s. Thf-? market pressure and demonstration 
affect induced th^a upper and middle classes to emplata the 
luxurious life styles of the aliai rulers and businesamen . 

The /credit aaoperatives could neither foster frugality on the 
port of the farmers nor could save tht?m from the clutches of 
rmscrupulous money lenders, in the absence of a capital 
market or traditions of invs^'stment tanking, the Managing 
Agency System ruled the roost as the principal source of 
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investment finance. Thus, in British India, ther?^ was neither 
th..:i will nor the effort to create the r-i;cjjtisite fincSiciaJ 
institutions or th.^ instruments to mobilise private saving 
which could have been channeled into industrialisation and 
and modarnisatiaii of tho economy, in this respect, the 
Gontra^i: with Jap .an is indeed glaring . Under these 
circumstances, if there-; was any syt^biosis it was between 
t.he government bureaucracy and the powerful British econewie 
interests which militated against tho industrialisation 
of thv.- Indian economy. 

6 . ' ' Overload of Colonial 3xpl citation ^ 

Tha colonial e3<ploit ation , of India beg cin- wi t h -the ^ 

Battl.-: of Plassey . The plunderpus policies : of :;thQ East 
India Canpany bagan with the ''inabber state of : itobert^c^ 
li-irren Hastings who was named the first Govern 
India had I'-^ft his own legacies of graft and corniption.; ^ 
Exploitation under the cempany Rule took several; 

First, a portion of the revenues f ran, Bengal was sot epart 
a:-"’ "in vestment'*. This amount was used for the purchase of 
goods for .-’xport ation to ajgl.^d.* There was no reciprocal 
supply of goods or rf turn. The wrd "investment " was an 
euph.-misJT! for tribute. Company’s investment uent on increasing 
no matter uhat the economic conditions of the country ums in 
any given year. On the averagsj transfer on this account is 
esti.-iicted to have been ateut £l, 25 million per annu-v. until t8l3whei 
the trading rights of the Company uere taken auay*^^ 
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Secondly, all costs of conquest of tiio rest of India 

were borne by Indian revenues^ Most of the "ordinary” 

expenditures on account of wars waged against Asian, African 

and middle eastern countries were charged to the Indian 

revenues* .ilfghan Wars Burmese, Wars , Wars in Persia and 

Perak and so on were waged with Indian financial resources 

and manpower. Besies,, a part of the '’extraordinary” charges 

were also imposed on India. The distinction between “ordinary” 

and “extraordinary” is nebulous. In any ca.se , , Indian defence 

expenditure kept on increasing under , the Company rule. 

Consequently, Indian revenues were stre.ined at the seams. 

Since, l8.13, there were oniy 13 years of revenue surplus 

totalling £S.9 million i.e., Rs»89 . Jpillion. On the , other hand, 

33 years were charaterised with deficits amounting to..,. 

£ 72*2 million or Ss.722 million. .Therefore, the normal 

state of Indian, finances was one of deficiency of income 

(■and additions to debt;,,- The outstanding public debt stood 

at ,£ 3 O million or Is. .300 mill, ion in ' -1 852-53#. Moot of . the 

and 

increases were during^after wars of expedition. ■ After the 
Sepoy Mutiny i.e., by 196 O- 6 I the outstanding de.bt of India 
jumped to £ 93 million, During the e.ighteenth century, the 
Company used to borrow at 6-10, percent interest rate in London, 
from 1823 - 1863 , the rate was mostly 5 cent. Thus, 
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increasing public debt most of which wa^ unproductive 

35 

imposed a recurring burden, on Indian revenues. 

Thirdly, due to the laxity of control over the spate 
01 isritish officials who flooded civil and military 
administration in India, there was an inordinate increase 
on account of salaries, pensions and allowances which had 
to be paid in England. This along with debt servicing, 
purchase of stores etc., which were called the "Home 
Charges" averaged about £ 1.25 million per annum before 
1813 . 5 ^ho "Home Charges" continued to increase from about 

£ 2.5 milli^.^ 1813-14 to nearly £ 6.2 million in the 

36 

last yt^ar of theCompany rule. The "Home Charges" amount 
to about £ 130 million for the' period 1813-.1S6O, averaging 
a little less than £ 3 million per a^inum. About one-fifth 
of this was estimated to' represent the value of stores 
supplied, by England to India. The rest of it is rogarded 
as a "hraiu" on tho Indiah revenues which were collected 
from poor Indians who used to pay 40”50 percent or- their 
borroxjings from local money lenders. Even on a modest 
12 percent 'compound interest -the annual drain would have 
amounted to over £ 10 billion in 50 years* This, then was 
the state of Indian Finances around i860. 

There was no such disastrous legacy from Tokugawa 
regito©;. No doubt, the last few decades of Tokugawa rule 
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was faced with considerable financial strain mainly due to 
the nndue increases in the, number parasitic retainers and 
thoir love for luxury. But the regino managed to survive by 
increasing th*ir revenue through fiscal noncpolies, issue of 
debased currencies etc., as well as by squeezing the lowor 
Saraur'ai, wealthy merchants and farmers. 1 hough there were 
occurrences of sporadic peasant revolts, the lokugawa period 
experienced relative peace and stability from within and 
without, , Borrowings from merdbahts and money lenders were in 
the nature of transactions within the economy which did not 
involve any net outflow of national resources. 

Most of the 'debt vanishd into thin aii" in the course 
of the Meiji Restoration.^^ Only when the new regime decided 
to abolish the bans and their retainers finances had to be 
found to pension them off. The assets created under the 
Tokugawa regime were also taken over by the Meiji Government, 
Thus, while the Indian economy and finances we^'e like a 
hfiilf Squeezed orange when it was handed over to the British 
Grown, there was no, such debilitating msJadies threatening 
Japanese economy and public finances. 

; ; V ; ; ; 

, The finances of Japan were in shambles soon after the 
Meiji Restoration , tax revenues accounting for only for about 
3.2 million Yen which vas less than 10 percent of the ’current 
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and Capital resources. Land tax accounted for about 
63a 7 percent of tax revenues, tte other taxes being custoiis 
and miscellaneous. There uas no revenue frcii’ non-tax 
sources such as profits from trading or enteJfprise 
activities* Borrowings constituted about 14 percent of 
the total. Less than a fourth of this v/as from external 
sources. The rest of the resources was mot by issu^^of 
paper money to the tune of about 24 million Yen which 
accounted for 72.6 percent of all revenues. 

The situation changed remarkably over the years. By 
1870 tax component of total receipts increased to 
9»3 million Yen, accounting for about 44.5 percent. The 

40 

share :df :;;iahd ;/taxdin ‘ t ax . reYenues^. w ifetYcent;. ;- , 

T:he relat ive -import and ^ f p aper ; mon;ey\;;lss:uedV^:;dsci:ine;d:;^^^^ 
it ^still aGhounted';.f or mo rep than ; ad (Quarter ‘:d:;f'‘tb9''n 
of central government. Borrowings from abroad account ed^ 
for 22,8 percent of central finances. There was no 
internal borrowing or enterprise or trading profits. 

The Land tax Reform act of 1973 bad resulted in a 
sudden Jump in tax revenues, which soared from 21.9 million 
Yen in - 1872 to more than 65 million Yen in the following 
year. To a small extent, the increase in tax revenues was 
due to the introduction of ' wine tax. In lo74^ therefore, 
tax revenue accounted for nearly 9 O percent of the central ,, 



finances. The improvement of the relative position of tax 
revenues is partly due to the total disappearance of public 

r:btrreurnghv:;an:d,;':n:e>j':;iSB;iius'^:h^^'::pap:dr tissue v:p:f;;:p:^hr;^^^ 
money assumed great importance : during the first twO yoars 
following the Bestoration as well as in l872, the total amount 
involved during 1868-1872 being, 73-3 million Yen, Profits 
from enterprises had also cheered up accounting for about two 
million Yen in 1874. This wa^ the peak yer,r for land tax 
which accounted for over 59 million Yen or 91 percent of the 
tax revenues in 1$74» Since then the relative importance of 
land tax has declined partly because local governments i^ere 
assigned land as their main basis of taxation. 

The other important reason for the absolute decline in / 
the proceeds from central land tax wac the reduction in the 
rate of tax from' three percent to two and half percent of the 
capital Value of land, though there was no updating of la-nd 
values resulting from .inflation. The declining importance of 
land tax is also attributable to diversification of the tax 
structure especially after the Matsukata Reforms since l88o. 
Consequently, its share in central tax revenues declined to 
less th^i one-third in 19OO and about 15 percent by the end 

42 : r -'i ' , ■ " 

of the Meiji period, 

Absoluts decline in land tax revenues is also evident 
for some years when central and local taxes on lau-d are 
combined together the consolxdated land taxes had declin**.ed 



from an average of 60.7 million Yen during 1879-1883 to 
53.4 million Zen during l889-lS93. Kot all the land taxes 
Came from farm land. During 1880-89, about 90 percent of 
land taxes were borne by' farm land. The rest came from 
residential and other lands. This pattern is supposed to 
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have held good for local as well as central land taxes. 
Presumably with increasing urbanisation non-farm lands 
may have increased their share especially in municipal 
areas. Nevertheless, the combined land taxes of central 
and local governments more than doubled on . the average 
from 1889-1893 ie 1909-1911, bhe amount involved being 
53 * 4 ®Slidn oZen ;a,h4 ■;l 26 ,. 8 ':'.:millioh vZ 6 n':^:-f'es^p:ebtiZelyy::;p^ : g 
■However,; ;;t ax '::bnr 8 ©n’ :,4s\: a''epbrb;enh;:.:nfvghet;':ag.blcul:t^^ 
put se.^ms to have declined from 16,9 percent during 
1878-82 to 12.5 percent during 1908-1912. But, since the 
sha^e of the tenant in agricultural production remained 
more or less constant, ' the land owners were the greatest 
beneficiaries of the declining share of the government as 
well as the declining tax burden on agriculture. But, as 
a consumer, the tenant may have also lost on account of 
inflation if the te^^ms of trade were moving in favour of 
industrial goods. As for the relative tax between 
agricultural and non-agri cultural sectors, the disparity 
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2.2 during 1878-1882. 

Although there was a considerable narrowing down of the 
gap c.Yt.r the years, the tax burden on agi’iculture re m fined 
twice as high aS that of, non- agriculture towards th- end of the 
Mciji period, the relative percentages being 12.6 and 6,4 
during 1908-1912 It is also conceivable that aS a t£,x 
proportional to the capital value of land, its real burden 
must have been relatively smaller. Inequities- must also have 
crept in since there was no revaluation of land to reflect the 
changes in-"the rel stive valuesy:;cf::iand. g-: -- 

Regress ivencss in the tax structure Cuts across sectoral 
lines. The diversification of taxation which began in 1874 
gathered momentum in the course of the next 25 years and more 
than made up for the declining importance of land taxes in 
the Japanese tax structure. Indirect taxes like excise on 
sake, soya, sugar, tfiba’cco, textiles etc, v?here the first to 
appear as Ca^ly as l874. 8f these, tax on sake had its pride 
of place. From its humble beginning whan it did not account 
for more than 2.6 percent of the central taxes, it made rapid 
strides during the last quarter of the nineteenth century and 
overtook land tax as the principal source of central tax 
revenues accounting for about 48,9 million fen o^' 35.5 percent. 
Customs duties never exceeded to 10 percent during the hoiji 
period especially in view of the Treaty obligations. Profits 
from fiscal monopolies like . tobacco, salt and camphor wore 
also import-ant. Excises wore effectively used to block shifting 
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patterns of consumption. On the whole, indirect t-axos 
were regrefsive in nature and were curbing con sump ti.:u. 

Income t ax did not appear on the fiscal scone until 
1877. Even when it did^ it was levied at flat rate of three 
percent. Consequently, thu proceeds from income-tax was 
no more than a paltry 3.5 percent of central revenues.. 
Business tax, which Came into being in 1896, v/as in the 
nature of proportional corporate income tax levied on 
comiacrcial and industrial ^ntenprisos based on tho aiuount 
of Capital involved, rental Value of the plant and the 
number of employees. The highest rates of 5-6 percent 
wore 1 evi e d on' luxurious hot els- and . re s t aur ants . Tran s~ ■ 
p ort at ion and engineering ■ en t erpr ise s - en j oye : 

ranging f bom-,' 0 . 1 to ' 1 ,0 percent, Diroct tax'es qtho ■ / 

land tax, therefore, did not create an impression on the 
tax structure,^ There were no progressive tax 5 *s on in- 
heritance, business profits et c, j, . during tho heiji period. 

On the other hahd, tax ©xenipt ions > and negative taxes like 
fiscal subsidies were quite coBuaon. Thus, - the accent of 
fiscal policy of the Meiji Governraent was on curbing 
consumption and stimulating saving and investment. The 
:hh§hMr^®:f:idhibh-Si:adp-al:Shp:;G:bn^^^^ 

tion of income in favour of the saving classes. Keverthe- 
less, the record of mobilisation of tax rcvcnues-il improssiye. 
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According to Oshima, tax revenues as a proportion of Gfr has 
beer as follows! 


:d::v ;;ooo t.O . peneCht ■ o-'fdG'f/ 'f 

:f'h: , ;;t5 /:pe:rc;ent :; 'v ‘fdoodd^^ 

fd'd:; - 20 percent o- 

• 1905-1912 ' ' ; ■ '25 percent . ■ • d- V:;;o 

Kon-tax revenues were unimportant in tiio beginning 
accotmting for a little more than 5 percent of the combinod 
revenues of the government during the period l879-lS89. ’ But, 
its contribution had registered steady improvement qv years. 
This Can be seen from Table I. 

Table I 


0 Qns.al i.datbd.,Goyarn]3^t_.Bev^nae^ 

of Japan 1879-1911 


Million Yen 


five year 
averages 


1879-1883 
1884-1888 
1889-1893 
1894-1898 
1899-1903 
1904-1908 
1909-1911 

( throe 

years average 
^tor:'-d^;o: 0 

1879 - 1911 ), 219.4 


tax revenues ; 
aEo unt as : : , 

:• percent 
of col. ( 5 ) 

t'tl 

94.8 


89.5 

91.8 

97.8 

129 . 1 
235 . 9 , 
387.4 
503.9 


91.7 

83.9 

76.0 

73.2 

62.6 

59.8 


non- tax 
revenues 

amount 

(3} 

5.1 

8.3 

18.7 

40. 8 86 
86,2 

231.0 
338.2 


67.8 104.0 


as percent 

of cpl.(5) 
(^) 

5.4 

8.3 

16. 1 
24.0 
26.8 

37.4 

40.2 


32 , 2 - 


tot i 


(S) 

94*6 

100.1 

116.5 

169.9 
322. 1 
618.4 

841.9 


323.4 


amount 


(Source; Oshima, Harry T., Meiji Fiscal Policy, in State 
Economic Enterprise in Japan 'ed. Lockwood, Table I). 
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It is evident froia the above Table that by the turn of the 

century non -tax revenues accounted for well uver a quarter 

of the government revenues. ■ Profits from the government 

enterprise and fiscal monopolies were the main sources of 

non-tax revenues. Operating income of state ’owned railroads 

increased considerably after the nationalisation of some 
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of the snccessful private railroads in 1906. Posts and 
Telegraphs, mint etef, prominent public enter- 

prises. The Sate of g ove m men t owned enterprises on the 
wafe'6 of Matsukata Reforms bad very little fiscal significance, 
the sales proceeds being, no more than two million Yen, 
However, these sales signify the withdrawal of the 
government from the pioneering role which it had played 
earlier in initiating the process of industrialisation in 
a variety of industries. It may also be important that 
most of these sales wore effected at prices x^ell belovj cost ' 

to some of members of. the -emerging Zaibatsu i^hich exerted 
influence ■ 

a powirful ^ in the Japanese economic scene in later 

yean. / „;.v : j , ; 1; : ^ v- • 

As seen earlier, public-borrowing did not figure in 
prominently. under the Meiji r-ule. More significant is the. 
fact that Japan.ppelied' almo'st , dxci-us iveiy on domestic 
resources at lea.st until ' the t'urn'of the century. It is 
remarkable that the Meij i GoVephaent shuraased foreign : 
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financial, re sources vrhsn done side resources were extremely 

National debt accounted for about 30 percent c£ the 

national incemo during tks nineteenth century, About half of 

tto domestic borrowing may have resultcsd in' the creation of new 

purchasing power, 3h the initial years, credit creation was 

found to bo ths only emorgoncy exist out of tl© suffocating 

financial ciremstancos, COld Tokugawa feudal debts wore funded 
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by means of a 20 millicn Sjn bond issue, 3h 1874, Qiitsroku 
bonds wore issued to the extent of 16,6 miUlcai Bn to the ’ 
Samurai who voluntarily gavo up their stipends, 1151011 capitali- 
sation schomo was made rempulscry for dll Diamyo and Samurai in 
1876, ^out 174 million Bn of Kinroku bonds wore issued in the 
following two years. Thus, tho on tiro domes tio debt outstanding 
in 1878 was crodit-financodJ, 

Public borrowing began in 1878 when a portion of iiao 12,5 
millicn Bn Public ¥orks Lean was placed wiiii the public, 3ri 
1883 Bakasondo Railway Loan yielded 38 milliai Bn of which 

i ■ 57 

about 30 percent was siibscribod by tbs public, Msalthy 
landlords and industrialists were the largast subscribers to 
liioso iesuDS, There wore noticeable spurts in outstanding 
domestic debt during and after the Sino- Japanese War of 1893-94 
and the Russo-J^anoso ¥ar of 1904rO5. China paid an indemnity 
of 360 million Bn in starling in London though the cost was only 
200 millicn Bn, But, no such iademity was paid to Ru^in 
oven though it costed 1721 million Bn to Jepan, Almost 
■fin entire cost had to bo mot out Of denostio 
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and foreign borrowing, St djbe railway debt assumed impor- 
tance since 189O wben the , amount outstanding waS 25.1 
million Yen, There was a continuous but a moderate incre- 
ase in debt under this head until I909 when it suddenly 
jumped from 198.4 million to 605.3 million Yen. This spurt 
in railway debt followed the nationalisation of private 
l^ines*. \ ^ . 

Foreign loans were a mere" trifle accounting for about 
6 percent in 1877. It was gradually reduced to nil position 
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by 1897. There were two f loatat ions • in London, prior to the 
Sine- Japanese War. The first was the nine percent loan of 
one million Pound Sterling (4,88 million Yen) floated for 
the purpose of constructing the Yokohama-Tokyo and Kcbe- 
Osaka railroads. The second was 2.4 million pound sterling 
loan (11,71 million Yen) floated in 1873 at seven percent 
to help the government to meet the financial needs of 
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pension commutations. Expansion of public investments and 
sale oI government bonds abroad through the financial 
institutions like the Industrial Bank of Japan led to in- 

( J-:- 

ersases in international ind^ebtedness of Japan since 1899. 
The Russo-Japanese war also ga^e a big boost to foreign 
•hbl’rpW'jiJ'gs.:;": y yyl:;":'y’yyS 

The pattern oi revenue mobilisation in British India 
has been quite different, _ First,/ of 'all, from the point of 


view of smooohness and stability, the transfer of power from 
the doEipany to the Crovm was not as rough as that of the Meiji 
Restoration. James Wilson did pretty well in establishing a 
stable financial system in the quickest possible time. British 
administration did not have to . teiy on fiat paper money to 
tide Over the transitional period. Nor did they face the 
problem of pensioning off the previous r-ulers. , The East India 
Company was fully compensated. But, the resources for that 
wad found by adding to the long-term liabilities of India. 
Secondly, British India did not inherit such a monoldthi-c' 
revenue System as the land tax system of Meiji Japan, Indian 
revenue system was fairly diversified as early as i86l-62. 

Though land revenue or tax was the mainstay of both the systems, 
liquor excise, salt duties and c-ustoms \-jere fairly important 
in India from the beginning, 'Besides, profits from fiscal 
monopolies like opium were lucrati^© sources of revenue. 

Thirdly, the^ facility with which India could borrow in London 
was, not open to Japan. Despite these initial advantages to 
India, the performance of Meiji Japan wa^ far more irnprossivo 
than that of British India in respect cf fiscal resource 
mobilisation. The comparative performance of the two 
governments in this regard and the important reasons behind are 
worth examining. 



Consolidated Government Revenues British India 


in selected years Million of B-upeos 


leans 

tax revenues 

no 4 -tax; 

revenues 


amount as 

■per ce'ht 

, amount 

as percent 



of 

col, (5) 


of col. ( 5 ) 


1^61-62 

335.3 

83.8 

6 . 34 : 07 - 


s:::: 40 o:^' 37 :^^^ 7 'Si :^7 

186a- 69 

337.0 

78.4 


2 1 • 4 


1 878-79 

415.0 


160.0 



1888-89 

477.5 

68.8 



693.6 

1898-99 

617.5 



40 • 4 

1039.9 

1908-09 

709.4 

sMmwA 


46.2 

1319.2 

■j^ 13 — 14. 

879.3 

sfipiii 

; 80 - 7.8 

■ 47.9 . 

1687.1 

|§ft^co : 

Financial' 

Stattmei 

Statiat ic al 



of Tables I *11 v/ould help to establish some of tbe strik- 
ing. differences in the trends in revonue mobilisation. 

If comparable periods are taken, we could notice that 
Indian revenues tripled from la-tc seventies until World 
War I, But the corresponding increase in Japan was about 
nine times. Secondly, the share of non-tax revenues in 
India had increased from a quarte-r in 1678-79 to nearly 
50 percent on the eve of World War I. * Profits from opium 
were affected by civil war in China. But those from the 
railways had increased, though profitable commercial 
irrigation was never regarded aS a source of profit. 
However, the grov/th of non-tax revenues was much faster in 
Japan recording an increase of over 37 times from 1 879-1^63 
to 1909 “ 1911 . Thirdly, the growth of tax revenues in India 
was even slower. Tax-revenues in Japan increased by more 
than five and a half times over 1879-1883 to 1909 - 1911 . 

The increase in Indian reveiiues was legs than two anc^half 
t:i:m;e:s:.; t; : -/v 7 

Differences in price increase could account for this 
difference. While •wholes ale prices in Japan seems to have 
increased by about 250 percent, the corresponding increase 
in India seems to have been 200 percent. Therefor©, only 
a a part of the difference could be explained in terras of 
prices. The influence of differential can be 
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raoderated if tax revenues, are expressed as a proportion of 
national income at c-urreut prices. A,s seen eai^lier, this ratio 
in Japan had increased from 10 percent during 1905-^3 to 

25 percent dxiring 1905-1912, in India the ratio va-s roughly 

o’to" / ^ : io- t o 

about 6 percent/i 878 - 79 . On the eve of World War I the ratio 

^tK V o- ' , ;v ■ ; ' 64 : p . t 

rauained more or less unchanged. The real reasons for tne 

better performance in Japan are to be sought partly in the 
effort- to mobilise and mostly in the tempo of development xjhich 
is influenced by the efforts of both the public and private 
sectors. The two reinforce one another. Tax proceeds are 
affected by the expansion of the tax base (or the baSeS for 
different taxes), effective , rates of taxation, efficiency and 
economy in tax administration, and so on. But, in the main, 
the differential performance is attributable to the rapid 
industrialisation of Japan and its alOT,mess in India, 

There was an appartment similarity in the structure of 
taxation. First, by their very nature both the land tax system 
of Japan based on capital value of land and the land revenue 
system of India based on net income determined through 
Cadastral surveys conducted once in several decades were 
somewhat static, . Secondly, the ruling classes in both the 
countries were allergic to progressive taxation of income and 
property. The income-tax which was introduced in India as 
early as T 86 O- 61 . The proceeds from this source remained more 
or less unchanged throughout the British period. Thirdly, 



treaty obligations in Japan and vested, interests in Britain 

stood in the v/ay of exploitation of the tax potential of 

customs dutiss, fet, the .proceeds from land tax more^doubl ed 

in Japan since lS79-l883,' th.e corresponding increase in land 

being 

revenue in Ind ■ only 45 percent. Custor.s revenues 

recorded a five -fold increase in India fro-m 1878-79 until 
World War I. On the other hand, customs revenues increased 
by more than 15 times in Japan over l880 to 1910. Salt 
duties in India suffered a set back since 1900 mainly due 
to political resistance mounted against it. The record of 
performance in respect of excise duties is almost similar. 
Thus, the crucial difference in relative tax perform.ance 
lies in the increasing role, of indirect taxation in Japan. 

The higher yield is partly attributable to the rising 
levels of per Capita income and consumption in Japan as 
compared to India. The growth of per capita income in 
India is almost impecfeptibl eincre asing by about 15 percent 
over the period iS80 to I9l4* ^ the other hand, per capita 

income in Japan nearly doubled over the same period. Evoji 
if we allow for the increasing ratio of saving in personeJ. 
income, the per capita real consumption in Japan in 1914 
waS mo^^e than 75 percent over that of l887. Income 
elasticity will not, tterefore, explain all the differences. 
Intensity of exploitation . of the sources of indirect 
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taxtation must be an important factor in tax performance. This 
seems consistent with the general approach of curbing consuap- 
tion and investment x^-hich pervaded economic policies in Meiji 
Japan. On the other hand, Britain did not regard taxtation 
as an instrument of economic development of ' India, They -were 
content with the colonial exploitation of India, Skimming 
something out of the fiscal process without causing undue 
disturbances was a pa^t of this overall objective. 

'A few observations may be made about public debt. First, 
public debt incurred by the East India Company reached abont 
50 million on the eve of the Sepoy Mutiny, It had almost doubled 
as a consequence of the debts incurred to suppress the Mutiny 
as well as to redeem the other liabilities in-yolved in the 
take over of power by the Crown. At the end of 196C~61, the 
Rupee Debt stood at 635 million Rupees while the Sterling Debt 
amounted to about £85 million Rupees. Alnogt the entire 
amount was unproductive in nature. Cnly about one third of the 
Rupee Debt waS estimated to have been held by Indians. Thus, 
out of . the total of about 920 million Rupees of public debt more 
than 700 million rupees were due to foreigners. The debt kept 
;;inq:rba,bang:;>]b^yef:v:j;h:es^:Brlt;;iShd>lhilb;:;;:and 

figure of 1457 million of Rupee Debt and 2655 million Rupees 

pj-prthybf ;ySte:r4;ih;p::p;ebtd:::by::dfc;:h:bl^ 
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ownership of the Rupee Debt decreased over time thoiigh 
there was a growing complaint that domestic borrowing was 
not given its due importance. Secondly, the share of un- 
productive debt was gradually getting reduced except during 
years of famine, war and exchange' losses. The complexion ■ 
of debt underwent a change due to the commitment of la^ge 
amounts of borrowed funds in productive public vjorks in 
Railways, Large amount were also involved in the acquisi- 
tion of many of the private railways ai hhe expiry of the 

guaranteed period. Thus, the unproductive part of public 
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debt came down to about 19 percent by 1914, Thirdly, small 
savings was negligible in the total debt of India. In this 
respect it was quite in contrast to the Japanese Experience, 

8 . H igh lights of Public Ex p e.nd.iture 

One of the interesting , features of public expenditure 
in British India and Meiji Japan is that both were spending 
fairly large amounts on defence. As a British colony livdiaii 
people had no choice in the matter. The leaders of Japan cliose 
to arm themselves. Initially it was meant to defend JapS-n 
against imperialist machinations. Before long, Japan 
sought to establish its own empire. In, India, it was to 
defend the British empire with Indian resources and, per- 
haps also to defend India against the Indiansl • , 
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T Ebl e HI , 

D§.£aag.s-ixiis.a^i:fca£§-ia_..Ja£.aii 

for Selected Yfisrs \ 


f is c a.1 

total 

total 

Q 

0 

}— 1 

GKF 

col. ( 1 ) 

ye ar 

~T X— 

govern- 

■ aS' 

■,':at ^ , 

as perce: 


tary 

ment ex- 

percent 

current 

of c ol . ( 


exp endi- 
tur e 

penditure 

of col. (2) 

pri ces 



( 1 ) 

(2) 

( 3 ) 

(4) 

(5). 

1880 

13 

87 

14.9 

829 

1.6 

1890 

21 

119 

17.7 

983 

2.1 

1900 

137 

465 

29.5 

2165 

6.3 

1910 

21.1 

1491 

14.2 

3181 

6,6 


(Source: 

hoi chi Emi, . 

Government 

Fiscal Activity 


and Economic Growth: l 868 -l 960 pp. l6 and 30) 

As evident from Table HI, defence expenditure as a 

proportion of government expenditure doubled in Japan in a 

of 

short Span of two decades from l 880 . The shar<^ defence in GKP 

also increased from 1,6 to 6.3 percent o'ven this period. There 

Sino- Japanese and Russo- Japanese wa^s 
was also a sharp bulge in defence expend itur^ during which ■ 

defence expenditure as a proportion of government expenditure 

shot up to 49.2 and 74*2 percent of government expenditure 

respectively,. For the sane, years, defence expenditure as a 

ratio of GNP works out to be roughly 16 and % percent 

respectively. 

The Indian caSe can be seen from Tables IV+ V 



Perioi 


Table IV 
Oft feace Esc-nei 


e i n Br 


Ave rag e Average 

defence gross 

expenditure' public • 

expenditure 

(l) (2) 


Col. ( 1 ) aSj 
of col. (2) 


( 3 ) 


1860-61 to 

1 880- 81 

179 

580 

30.9 

1881-82 to ’ 

1 897-98 

: ': : ' :235 , ^ 

910 

25.8 

1898-99 to ’ 




1914-15 

297 

1364 

21.8 


^lillion Ruppe 


(Source: Budgets of Govemnent of India and local 
Gove rnments ) 


Table V 

D ^ ea diijiTs _asii_K a t iaaal- la c o 

in British India for Selected: lears 

billion Rupees 


fears 

Def ence 

National 

col. ( 1 ) 


expenditure 

income at 

current 

prices 

.. as $ of 
col. ( 2) 


(1) 

(2) 

( 3 ) 

I8S0 

. 306 . 

7005 

4 » 4 

1890 

228 

8357 

2.7 

1900 

246 . 

9378 

2.6 

1910 

304 

12488 

2 » 4 


(Source; Finaucial Statements of the Governments of 

India and . National Income estimates by I'lukherjee) 

Two observations can'be made on the basis of Table IV+ V, First, both 
as a proportion of Public expenditure and of national income, the 
rat-io has been quite high in India. Defence expenditure has been high 
in l88o due to the Second Afghan War. Similarly Burmese War swelled 
the defence outlay in l 890 . In fact,, tlaere were about a dozen such 
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fought outside Indiau teritories whose costs India had to 
share before World War I, Considering the relative pov'-srtj' of 
the' IndiaU people the burden they had to carry because of 
foreign rule was indeed great. - Secondly, both the ratios 
have tended to decline over tine. This nay he because there 
was not much of a challenge to British power in South . Asia 
except that Afghanistan continued to. be a sore spot. Another 
fact which is not depicted in the Tables is that defence outlay 
in India did not act as a stimulating factor, in industrial, 
development of India except that defence oriented roads and 
railways helped the development of certain areas like Punjab. 
Military works largely consisted of roads and military 
barracks. Most of the military supplies were procured from 
England, 

The Home Charges to w&ich reference has already been 
made kept on increasing every year, the amounts involved 


being as follows: 

1861-74 

1874-98 

1898-1915 

Total 


Million Huppes 
1466 

3578 

4251 ■ 

9295;. : v:;; b 


One-third to one-half of this huge amotmt was regarded aS 
69 magnitude 

"drain? Depletion of resources ' at such staggering/ 


meant further exhaustion of the Indian economy and impoverish- 


ment of the people. The drain,' was even larger in viex,r on the 
huge profits, high Salaries,j. managing agency commissions etc,. 
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skimmed out of activities in wiiich British capital was 
‘deeply entrenched. 

of 

A striking f eature/publi c expenditure in British India 
is the afcsenoe budgetary subsidies in aid of industrial and t 
commercial activities as was the case in Japan. The pattern 
of go'verninent subsidies in Japan Can be glimpsed from TabieVi, 

Table VI 


Year 

Industry 

Commerce 

Others Total 

Govern- 
ment ex- 
penditure 

col. ( 4 ) 
of col. 


( 1 ) 

( 2 ) 

(3) ( 4 ) 

^ (5) 

(6) 

l88o 

0.4 

0.3 

1.3 2,0 

87 

2.3 

1890 

2.3 

0.2 

1.5 . 4*0 

119 

3.4 

1900 

12.0 

6,6 

4.5 23.1 

485 

5.0 

1910 

15.3 

12.5 

12.5 40.3 

1491 

2.7 


(Source: Ranis, G,'’The Financing of Japanese Economic 
Development,*’ The Economic History Review, 
Second Series, Vol. II, 1958-59, 9.443) 

Table VI reveals the increasing use or fiscal subs.idies , 

to stimulate economic development in Japan, The amount 

involved increased from a modest sum of two million Yen to 

over 40 million Yen in 19 10. Its share in Public expenditure 

had also increased upto 1900. Though subsidies covered a' 

wide range of activities, industry and commerce claimed 

the lion’s share. The share of industry has been fairly 

high from the beginning, 'But its share increased from 



about 20 percent in iSSO to 5 S *7 percent in 1S90. On tlie w^ole^ 
industry accountea for Kore than half of the amount in^-olved. 
CoEiirierce occupied, second place. Its importance increased 
considerably since 1895. By 191O its share increased to o’^^er 
30 percent. In a way, the pattern of subsidies reflects 
governmental priorities and concern for the development of 
industries and growth of external trade and shipping. Uiifortuna. 

developmental subsidies have been conspicuously absent 
in the fiscal system in British India except in the CaSe of 
railways which were constructed by private foreign capital 
during the' second half of the nineteenth century. 

Public investment has played a pioneering role in some 
of the capv'.talist countries, vjhich have spurred their efforts 
to catch up with the lags in development. 'Japan is one -of 
those countries which haVe used public investment aS a powerful 
propeller priming the dynamic elements in economic development. 
®uriously enough, India had also received considerable public 
investment under the British rule. It is, therefore, v;orth- 
while to assess the relative roles of public investment in 
Japan and British India. 
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Table VII 

Jap.aiL_aad Jrii,i£h_Iiid.ia 
. ; £Q£_i:gl§;SMAl£eMs - : ■ 


Year 

including 

Jap an 

Excluding 

British 


military 

^ military 


1880 

1.8 

1.6 

1.7 

1890 

3.1 

2.4 

1.6 

1900 

6,6 

4..O 

• 2.0 

1910 

8.0 

5.9 

■ 2,9 


(Source: For Japan Pvoichi Bini op. cit. , pp 6 and 57 

For India: Govelnment Budgets and 

M. Mukhor j ee ' s National IncoKio Estimatos) 

As evident from Table VII, the rate of public investment 
has been, more or less, at the same level in ^jpth the 
countries in l88o. The rate has also increased over the 
decades in British India, . But the relative rate of increase 
has been much higher in Japan the ratio being more than two 
and half times in 191O. Since, India had vory little, 
public investment in armament a^d naval shipyard industries, 
it may be fair to exclude such investments while, making 
comparisons, Even then the ratio is twice aS'vhigh 
Japan 1900 onwards. However, th.e rele'vant difference lies 
in the pattern of public investment and noti' so much in the 
rate. But, since the data, relating to Japan is more in 
terms of economic rather than functional categories in 
uniform basis for , comparison does , not exist. As for 
British India nearly 60 percent , of , public investment has 
flown into transport and .communication. Public buildings 



had also been quite proiainent. Irrigation facilities v;ere 
given some importance. But industry, power, agriculture, 
mining etc., were altogether:' neglected especially during the 
period under study. 

No doubt, infrastructural facilitios like transport and 

communication constitute a necessary part of developmental 

effort. Irrigation facilities also carry a powerful potential 

for agricultural development. But. the notorious feature of 

public investment in India is the total neglect of industrial 

development. It 'is here the contrast -with Japanese experience 

is most glaring, Meiji Government went all out to pioneer in 

a wide range of activities including infrastructural facilities 
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as well aS heavy and light industries. It was hard-headed 
realism and clarity of purpose which prompted the c.onscrvat ivo 
Meiji Government to assume the entrepreneurial role when it 
found the private sector unequal to the challenge of industrial 
modernisation. It wa^ this pragmatism which also led the 
government to dispose of some of the state undertakings in the 
early eighties when their success was fairly well demonstrated. 
In fact, the public sector in Japan continued to expand 
especially in the social' and economic overheads and defence- 
oriented heavy and Capital goods sectors of industry even when 
the buoyancy in private investment was increasingly in evidence. 
Consequently, the shape of the public sector in domestic 
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capital formation kept on increasing over the Moiji period 
accounting for ovor half of the total during lS97-l9l6. 

The need for rapid industrialisation was never lost 
sight of during the Meiji period despite the aberrations and 
distortions caused by adventurous wars of aggradisement , 

Even these misadventures emphasised the need for self- 
sustaining efforts in heavy and capital goods industries. 

In fact, rapid industrialisation was the focal point of all 
public policies be it institution bpiilding, laying the 
foundations of education ah-d technological development, 
income distribution, taxation, fiscal subsidies and public 
investment. It was this seminal approach which was missing 
in British India. Basically this was due to tho fundamental 
difference in the concept of national interest governing 
public policies in the two countries. In Meiji Japan it 
meant modernisation through rapid industrialisation. In 
India it meant the Saf ecjuarding of the global interests 
of Great Britain. The British administration in India was 
prepared to undertake everything which would ensure the 
stability of the British Empire and develop , the Indian 
economy as a complementary outpost to the metropolitan 
economy. Industrial development as a key to modernisation , 
was inconsistent with the basic economic interests of Great 
Britian. The scale and, pattern pf mobilisatiop and deployment 
of fiscal resources pursued in British India bears out the 
colonial approach to economic ; development , 
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